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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Office  of  Education 

45  CFR  Parts  174, 175,  and  176 

Nationai  Direct  Student  Loan,  Coiiege 
Work-Study,  and  Suppiementai 
Educationai  Opportunity  Grant 
Programs 

agency:  Office  of  Education,  HEW. 
action:  Final  regulation. 

summary:  On  December  7, 1979  the 
Commissioner  published  a  notice  of 
proposed  rulemaking  (NPRM)  to  revise 
certain  sections  of  the  National  Direct 
Student  Loan,  College  Work-Study  and 
Supplemental  Educational  Opportunity 
Grant  Program  regulations.  Tliese 
programs  are  commonly  known  as  the 
"campus-based”  Federal  programs  of 
student  financial  aid.  The  NPRM 
proposed  the  second  phase  of  a  newly 
devised  funding  process  designed  to 
assure  that  each  institution  receives  its 
fair  share  of  the  funds  available  for  each 
program  and  proposed  revised 
procedures  for  reallocating  institutions’ 
unused  funds  in  an  award  year. 

The  Commissioner  is  revising  certain 
sections  of  the  campus-based 
regulations  on  the  basis  of  comments 
received  in  writing  and  at  public 
hearings.  The  Commissioner  is  also 
basing  the  revisions  on  analysis  of 
actual  data  now  available  for  the  first 
time  in  the  newly  devised  funding 
process. 

EFFECTIVE  DATE:  These  regulations  are 
expected  to  take  efiect  45  days  after 
they  are  transmitted  to  Congress. 
Regulations  are  usually  transmitted  to 
Congress  several  days  before  they  are 
published  in  the  Federal  Register.  The 
effective  date  is  changed  by  statute  if 
Congress  disapproves  the  regulations  or 
takes  certain  adjournments.  If  you  want 
to  know  the  effective  date  of  these 
regulations,  call  or  write  the  Office  of 
Education  contact  person. 

FOR  FURTHER  INFORMATION  CONTACT: 
Lynn  Laverentz,  Bureau  of  Student 
Financial  Assistance,  Room  4018,  ROB- 
3,  400  Maryland  Avenue,  S.W., 
Washington,  D.C.  20202.  Telephone:  202- 
245-9720. 

SUPPLEMENTARY  INFORMATION: 

General  Background 

The  December  7, 1979  (44  FR  70652) 
notice  of  proposed  rulemaking 
prescribed  funding  procedures  for  the 
National  Direct  Student  Loan,  College 
Work-Study,  and  Supplemental 
Educational  Opportunity  Grant 


Programs  in  response  to 
recommendations  from  a  panel  of 
experts  in  student  financial  aid.  The 
panel’s  recommendations  appear  in  the 
June  1978  BSFA  Bulletin  and  in  the 
preamble  to  the  NPRM  in  the  Federal 
Register  of  November  8, 1978. 

After  receiving  written  comments  and 
holding  public  hearings  on  the 
November  8, 1978  NPRM  (43  FR  52128), 
the  Commissioner  published  the  final 
regulations  in  the  Federal  Register  on 
August  13, 1979.  The  Commissioner 
proposed  further  changes  to  the  final 
regidation  of  August  13, 1979  (44  FR 
47444)  in  the  December  7, 1979,  NPRM. 

The  panel  of  experts  recommended  a 
three-phase  process  for  changing  the 
method  of  distributing  campus-based 
program  funds.  Phase  I  was 
implemented  in  the  August  13, 1979,  j 
final  regulation.  Phase  n  was  proposed 
in  the  December  7, 1979,  NPRM  and  is 
being  implemented  in  this  final 
regulation. 

The  Office  of  Education  mailed  copies 
of  the  December  7, 1979,  NPRM  to  the 
financial  aid  administrators  and  chief 
business  officers  of  eligible  ' 
postsecondary  institutions.  Public 
hearings  were  conducted  in  five  cities: 
Albuquerque.  New  Mexico,  Kansas  City, 
Missouri,  and  Atlanta,  Georgia  on 
January  9;  Philadelphia,  Pennsylvania 
and  San  Francisco,  California  on 
January  10.  A  total  of  48  persons 
representing  various  institutions  and 
organizations  presented  their  views  on 
the  proposed  regulations  at  these 
hearings. 

Additionally,  during  the  public 
comment  period,  the  Office  of  Education 
received  letters  and  telegrams 
containing  comments,  criticisms, 
recommendations  and  questions  on  the 
proposed  regulations.  Although  the 
majority  of  comments  were  received 
from  financial  aid  and  fiscal  officers, 
virtually  every  sector  of  the 
postsecondary  educational  community 
responded  to  the  NPRM.  The 
Commissioner  considered  each  of  the 
comments  in  the  development  of  the 
final  regulations. 

Summary  of  Major  Issues  in  the 
December  7, 1979  NPRM 

The  December  7, 1979,  NPRM 
proposed  revisions  to  sections  4  and  6  of 
the  National  Direct  Student  Loan, 

College  Work-Study,  and  Supplemental 
Educational  Opportunity  Grant 
Pro^ams  regulations. 

The  proposed  revision  in  section  4 
would  establish  priorities  for  the 
distribution  of  funds  available  for 
reallocation.  These  funds  would  be  used 
first  to  distribute  unused  funds  within  a  ‘ 
state  to  institutions  within  that  state 


whose  awards  under  the  state  allotment 
formula  were  insufficient.  These  funds 
would  be  used,  second,  to  increase 
awards  to  institutions  whose  students 
have  suffered  financial  hardships  as  a 
result  of  a  natural  disastel*.  These  funds 
would  be  used,  third,  to  increase  awards 
to  institutions  who  have  not  received 
their  “fair  shares’’.  Finally,  if  any  funds 
still  remain,  the  Commissioner  would 
reallocate  the  funds  in  a  manner  that 
would  best  carry  out  the  purposes  of 
these  programs. 

Hie  proposed  revisions  in  Section  6 
were  as  follows: 

1.  Definitions.  The  Commissioner 
proposed  a  definition  of  “base  year,” 
which  meant  the  twelve-month  period 
ending  on  the  June  30  preceding  the 
closing  date  for  filing  the  application. 

2.  Conditional  guarantee.  The 
Commissioner  proposed  two  systems  for 
computing  the  conditional  guarantee. 

The  first  one,  set  forth  in  the  body  of  the 
proposed  regulation,  provided  that 
institutions  that  received  funds  in  award 
year  1977-78  or  1978-79  or  both  would 
receive  as  a  conditional  guarantee  90 
percent  of  the  greater  of  their 
expenditure  in  1977-78  or  1978-79. 
Institutions  that  did  not  receive  funds  in 
the  base  year  would  receive  $5,000  per 
program.  New  institutions  that  did 
receive  funds  in  the  base  year  would 
receive  90  percent  of  their  actual 
expenditures  in  the  first  year  they 
received  funds.  The  second  proposed 
system,  set  forth  in  the  preamble  only, 
would  set  an  institution’s  conditional 
guarantee  at  90  percent  of  its 
expenditures  in  the  base  year. 

3.  Fair  share.  The  Commissioner 
proposed  several  changes  in  the  method 
of  calculating  an  institution’s  fair  share 
of  program  funds: 

a.  All  institutions  having  base  year 
data  would  be  required  to  file  the 
information  needed  to  calculate  their 
fair  share.  In  Phase  I,  this  filing  was 
optional. 

b.  The  income  grids  for  dependent  and 
independent  students  were  expanded  at 
the  low  and  high  income  ends. 

c.  The  base  year  for  reporting  data 
needed  for  calculating  an  institution’s 
fair  share  would  be  updated  annually 
except  for  State  and  institutional  grants. 
For  these,  1977-78  would  be  used. 

d.  The  procedure  for  determining  the 
State  increase  was  revised. 

4.  "Brokeraging. "  The  provision  for 
“brokeraging”  was  deleted. 

5.  NDSL  Federal  Capital  Contribution 
(FCC).  For  purposes  of  calculating  an 
institution’s  FCC,  the  Commissioner 
proposed  standards  relating  to  the 
institution’s  default  rate.  The  proposed 
standards  required  institutions  to  meet 
one  of  the  following  criteria  before 
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receiving  FCC:  the  institution’s  default 
rate  is  10  percent  or  less;  the 
institution's  default  rate  is  more  than  10 
percent  but  has  declined  by  at  least  25 
percent  during  the  base  year;  or  the 
institution’s  default  rate  is  more  than  10 
percent  but  the  institution  demonstrates 
that  it  exercised  due  diligence  according 
to  the  due  diligence  provisions  of 
Subpart  C  of  &e  NDSL  regulations 
during  the  base  year  and  is  currently 
exercising  due  diligence.  In  addition,  the 
proposed  standards  took  into  account, 
in  a  preliminary  way.  the  new  authority 
contained  in  the  Hi^er  Education 
Technical  Amendments  of  1979  for  the 
Office  of  Education  to  collect  defaulted 
NDSLs  referred  to  the  Commissioner  by 
an  institution.  In  the  December  7  NPRM. 
^  these  “referred”  loans  were  to  be 
excluded  fi'om  an  institution’s  default 
rate  in  determining  whether  it  is  to 
receive  new  Federal  Capital 
Contributions,  if  the  notes  were  referred 
on  or  before  September  15, 1979. 

Comments  and  Responses 

The  following  is  a  summary  of  the 
comments  and  responses  to  &e  various 
issues  raised  in  the  December  7  NPRM. 
The  comments  and  responses  appear  in 
the  sequence  of  the  proposed 
regulations. 

General  Comments 

Overall,  the  Commissioner  received 
comments  fi:om  the  financial  aid 
community  that  were  supportive  of  the 
concepts  of  conditional  guarantee  and. 
fair  share.  The  community  recognized 
that  the  former  method  of  distributing 
campus-based  funds  to  institutions 
needed  improvement,  and  approved  of 
the  Office  of  Education’s  efforts  to 
achieve  equity  in  the  distribution  of 
funds  through  the  conditional  guarantee 
and  fair  share  concepts. 

A  number  of  commenters  expressed 
concern  over  the  timing  of  the 
publication  of  the  NPRM  in  the  Federal 
Register.  Commenters  indicated  that 
there  was  not  enough  time  for  a 
thorough  review  of  the  NPRM  and 
adequate  preparation  of  comments,  and 
objected  to  a  late  receipt  of  institutional 
copies.  A  few  commenters  said  that  a 
July  or  August  publication  date  would 
have  been  more  appropriate  than  the 
December  date. 

Response:  The  Commissioner  agrees 
that  an  earlier  publication  would  have 
been  desirable.  Informal  notices  of  the 
proposed  rule,  however,  were  provided 
to  the  financial  aid  community.  The 
Office  of  Education  did  send  to  all 
participating  institutions  the  September 
1979  BSFA  Bulletin,  which  described 
indepth  the  items  being  considered  in 
the  I^RM.  In  addition.  Office  of 


Education  officials  discussed  the  items 
being  considered  at  meetings  with  the 
financial  aid  community.  The 
Commissioner  received  some  comments 
on  these  items  prior  to  the  NPRM’s 
publication. 

The  Office  of  Education  is  required  to 
publish  a  proposed  rule  in  the  Federal 
Register,  but  is  not  required  to  send  a 
copy  to  each  institution.  The 
Commissioner  believes  it  is  desirable  for 
institutions  to  have  copies,  and, 
therefore,  mailed  two  copies  of  the 
NPRM  to  each  institution  as  a  courtesy. 
Because  there  was  a  delay  in  printing 
the  NPRM,  the  Commissioner  extended 
the  end  of  the  official  comment  period 
from  January  7  through  January  21  in  an 
effort  to  give  institutions  additional  time 
for  review  and  comment.  In  addition, 
individuals  were  invited  to  testify  at  the 
hearings.  During  this  whole  period,  the 
Bureau  of  Student  Financial  Assistance 
consulted  with  financial  aid  conferees 
and  representatives  of  appropriate 
higher  education  associations. 

State  Allotment  Formulas 

Comment  Several  commenters 
recommended  changes  in  the  statutory 
State  allotment  formulas. 

Response:  The  Commissioner  cannot 
by  relation,  change  statutory 
provisions. 

Reallocation  Procedures — Section  4 

Comment  The  Commissioner  received 
a  large  number  of  comments  on  the 
proposed  rules  for  the  distribution  of 
reallocated  funds.  Some  commenters 
supported  the  proposed  changes 
although  most  commenters  found  the 
proposed  changes  objectionable.  The 
overwhelming  majority  of  comments 
concerned  three  issues.  First  that 
reallocation  must  be  accomplished  in  a 
timely  and  effective  manner  in  order 
that  institutions  may  fully  utilize 
reallocated  funds.  Secondly,  that 
institutions’  unused  funds  must  not 
leave  a  State  for  national  distribution 
until  all  institutional  need  in  that  State 
has  been  met.  The  commenters 
emphasized  that  institutions  which 
historically  received  reallocated  funds 
had  to  request  those  funds  in  an  effort  to 
keep  their  programs  alive  for  the  entire 
academic  year.  Thirdly,  that  the 
reallocation  process  remain  at  the 
regional  level  and  not  be  centralized. 
Many  commenters  believe  that  the 
Office  of  Education  regional  personnel 
understand  better  than  central  office 
personnel  the  individual  differences  of 
the  institutions  located  in  their 
respective  regions  and  are  more 
sensitive  to  the  problems  which  these 
institutions  encoimter. 


A  few  commenters  recommended  that 
a  thorough  analysis  of  the  impact  of  the 
proposed  reallocation  rules  on 
institutions  is  needed  before 
implOmentation  of  the  rules.  A  few 
commenters  recommended  postponing 
any  changes  to  the  reallocation 
procedures  in  light  of  upcoming 
reauthorization  of  the  programs. 

Response:  The  Commissioner  concurs 
with  the  comments  that  reallocation  of 
funds  must  be  accomplished  in  a  timely 
manner  in  order  to  allow  institutions  to 
maximize  the  expenditme  of  these 
funds.  Efforts  were  made  under  Phase  1 
to  send  awards  to  institutions  as  soon  as 
was  realistically  possible,  and  efforts 
will  continue  to  be  made  to  expedite  the 
reallocation  process. 

The  Commissioner  does  not  agree  that 
imused  funds  in  a  State  should  first  be 
used  to  meet  total  need  in  that  State 
before  those  funds  are  distributed  at  the 
national  level  because  this  would  be 
contrary  to  the  primary  objective  of  the 
new  funding  process  which  is 
distributing  f^ds  to  institutions  on  the 
basis  of  the  fair  share  concept. 

The  Commissioner  believes  that 
centralization  of  the  reallocation 
process  is  necessary  in  order  to 
facilitate  full  implementation  of  the  fair 
share  concept. 

Comment:  A  few  commenters  said 
that  the  negative  aspects  of  the  statutory 
state  allotment  formulas  for  the 
programs  have,  in  the  past,  been 
ameliorated  through  the  reallocation 
process.  Some  commenters 
recommended  the  consideration  of  other 
variables  in  the  reallocation  procedme. 
These  variables  were  as  follows: 
consideration  of  an  institution’s  NDSL 
default  rate:  giving  preference  to 
institutions  which  filed  fair  share  data 
under  Phase  I;  and  giving  preference  to 
institutions  which  ^y  utilized  past 
reallocated  funds.  A  few  commenters 
recommended  that  unused  funds  be 
reallocated  solely  on  the  basis  of 
institutional  need  through  a  written 
statement  of  unmet  need  submitted  by 
institutions  with  accompanying 
justification. 

Response:  The  Commissioner  does  not 
believe  that  the  alternatives  suggested 
by  the  commenters  are  desirable, 
however,  the  Commissioner  shall,  for 
the  1979-80  award  year  only,  adopt  an 
“additional  allocation  procedure”  for  the 
College  Work-Study  and  Supplemental 
Educational  Opportunity  Grant 
Programs  which  would  bring  institutions 
that  applied  for  reallocated  funds  in  a 
program  up  to  the  amount  of  their  actual 
expenditures  in  1978-79,  if  their  current 
year  award  plus  their  State  increase  is 
less  than  their  1978-79  expenditures. 
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The  Commissioner  did  not  adopt  the 
“additional  reallocation  procedure"  for 
the  National  Direct  Student  Loan 
Program  because  most  institutions 
which  received  a  1979-80  FCC,  which  is 
considerably  less  than  their  1978-79 
FCC,  had  a  high  default  rate,  had 
increased  collections,  or  had  a 
decreased  need  for  new  capital  as  their 
loan  funds  moved  closer  to  a  revolving 
status. 

The  CoWiissioner  is  adding  a 
definition  of  current  year  to  the  final 
regulations  that  was  not  included  in  the 
proposed  rule.  The  current  year  means 
the  12-month  period  ending  on  June  30 
immediately  following  the  closing  date 
for  filing  the  application. 

Comment:  A  few  comments  concerned 
the  proposed  rule  that  reallocated  funds 
would  be  distributed  to  institutions 
whose  students  have  suffered  financial 
hardships  as  a  result  of  natural  disaster 
within  Ae  preceding  twelve  months. 

One  commenter  said  that  the  proposed 
rule  included  no  definition  of  natural 
disaster  and  asked  who  would  be 
responsible  for  determining  an 
institution’s  eligibility  for  reallocated 
funds  under  the  natui^  disaster 
provision. 

Response:  The  Commissioner  will 
determine  the  eligibility  of  institutions 
under  this  provision. 

Funding  Procedure-Section  6 
Introduction 

The  funding  procedure  describes  how 
an  institution  which  applies  for  campus- 
based  funds  receives  its  NDbL  Level  of 
Expenditure  and  CWS  and  SEOG  funds. 
The  procedure  involves  three  stages:  the 
computation  of  an  institution’s 
conditional  guarantee;  the  computation 
of  an  institution’s  state  increase  based 
on  its  fair  share  of  the  state 
apportionment;  and  the  computation  of 
an  institution’s  national  increase  based 
on  its  fair  share  of  the  national 
appropriation.  A  discussion  of 
comments  relating  to  this  procedure 
follows.  Topics  are  in  the  order  in  which 
they  appear  in  the  December  7  NPRM. 

Conditional  Guarantee 

Comment:  The  Commissioner  received 
a  large  number  of  comments  on  the 
proposed  conditional  guarantee 
procedure  for  Phase  II. 

A  clear  majority  of  commenters 
objected  to  the  proposed  reduction  of  an 
institution’s  conditional  guarantee  from 
100  percent  to  90  percent  of  the  greater 
of  institutional  expenditures  in  1977-78 
or  1978-79.  The  commenters’  opposition 
was  based  on  the  following  reasoning: 
that  a  historically  based  conditional 
guarantee  penalizes  institutions  which 


in  prior  years  did  not  acquire  equitable 
levels  of  funding  and  prohibits 
consideration  of  variables  affecting  the 
current  yetir,  (e.g.,  an  increase  in  costs 
due  to  inflation  or  changes  in  enrollment 
since  prior  years);  that  a  reduction  in 
conditional  guarantee  could,  for  some 
institutions,  result  in  a  significant  loss  of 
students;  and  that  a  reduction  in 
conditional  guarantee  is  unfair  to 
students  who  have  come  to  rely  on  a 
certain  level  of  aid  and  who  have 
invested  considerable  time  and  effort 
toward  realizing  educational  goals.  A 
couple  of  commenters  recommended 
retaining  a  100  percent  conditional 
guarantee  until  the  state  allotment 
formulas  are  changed  on  the  basis  that 
the  conditional  guarantee  ameliorates 
the  negative  effects  of  state  allotment 
formulas. 

The  commenters  made  several 
recommendations  for  a  base  year  under 
conditional  guarantee.  At  one  end  of  the 
spectrum,  commenters  recommended 
that  an  institution  be  allowed  to  choose 
the  base  year  for  conditional  guarantee 
from  years  1977-78, 1978-79,  or  1979-80. 
At  the  other  end  of  the  spectrum, 
commenters  recommended  a  rolling 
base  year.  Various  combinations  of  base 
years  between  these  two  points  were 
recommended. 

Several  commenters  supported  the 
alternative  conditional  guarantee  of  90 
percent  of  an  institution’s  expenditures 
in  the  base  year  that  was  proposed  in 
the  preamble  to  the  NPRM.  Many 
commenters  supported  a  conditional 
guarantee  based  on  the  greater  of  two 
years’  expenditures  because  using  the 
greater  of  1977-78  or  1978-79 
expenditures  is  less  likely  to  adversely 
affect  institutions  through  conditional 
guarantee. 

Response:  The  Commissioner  agrees 
with  the  commenters’  recommendation 
to  use  a  rolling  base  year  for  the 
conditional  guarantee  procediire. 

The  purpose  of  the  conditional 
guarantee  procedure  is  to  protect  an 
institution’s  previous  level  of  funding  in 
order  to  prevent  a  precipitous 
dislocation  of  funds  from  one  institution 
to  another. 

For  institutions  which  received  NDSL, 
CWS,  or  SEOG  lY  funds  in  the  base 
year,  the  Commissioner  is  reducing  the 
percentage  of  their  conditional 
guarantee  expendihu'es  from  100  percent 
to  90  percent  in  an  effort  to  continue  to 
move  further  toward  full  implementation 
of  the  fair  share  concept.  To  use  100  - 
percent  of  expenditures  for  these 
institutions  would  continue  to  support 
distribution  of  funds  according  to  the 
former  funding  process. 

CWS  and  SEOG  simulations  show  no 
significant  shifting  of  funds  from  one 


institution  to  another  using  90  percent 
compared  to  100  percent  conditional 
guarantee  for  those  institutions  that 
participated  in  the  respective  programs 
in  the  base  year.  Although  no 
simulations  were  prepared  for  NDSL, 
the  Commissioner  determined  that 
whatever  affected  CWS  would  generally 
affect  NDSL  in  the  same  manner 
because  they  are  components  of  the 
same  self-help  formula. 

The  Commissioner  is  not  reducing  the 
SEOG  CY  conditional  guarantee  fix)m 
100  percent  to  90  percent  for  institutions 
which  received  CY  funds  in  the  base 
year  because  a  reduction  to  90  percent 
could  cause  a  shift  of  dollars.  Using  a  90 
percent  conditional  guarantee  could 
shift  dollars  fit)m  states  with  large 
scholarship  programs  to  states  which  do 
not  have  large  scholarship  programs. 
Institutions  do  not  have  an  opportunity 
to  receive  an  SEOG  CY  state  increase 
because  there  is  no  CY  statutory  state 
allotment  formula.  In  order  to 
compensate  for  the  absence  of  a  CY 
state  increase,  an  institution  which 
received  CY  funds  in  the  base  year  will 
receive  the  greater  of  100  percent  of  its 
base  year  SEOG  CY  expenditure  or  100 
percent  of  its  current  year  CY  allocation 
multiplied  by  its  base  year  utilization 
rate. 

New  Schools 

Comment:  The  Commissioner  received 
several  comments  concerning  the 
proposed  $5,000  per  program  conditional 
guarantee  for  first  and  second  time 
participants.  First  time  participants  will . 
receive  campus-based  funds  for  the  first 
time  in  award  year  1980-81.  Second  time 
participants  received  campus-based 
funds  for  the  first  time  in  award  year 
1979-80. 

A  consistent  comment  was  that  a 
$5,000  conditional  guarantee  is  an 
arbitrary  amount  and  may  not  be 
sensitive  to  individual  differences 
among  institutions  (e.g.,  size  of 
enrollment).  A  few  conunenters 
indicated  that  it  might  be  more  equitable 
to  base  the  conditional  guarantee  on  the 
average  per  student  expenditure  at 
comparable  institutions,  and  multiply 
that  amount  times  current  enrollment  at 
the  new  school  rather  than  providing  a 
flat  dollar  amoimt  for  an  institution’s 
conditional  guarantee. 

A  few  commenters  are  of  the  opinion 
that  most  first  time  participants  will 
receive  a  $5,000  conditional  guarantee 
per  program  and  not  realize  a  significant 
amount  of  fair  share  funds.  They  base 
their  reasoning  on  their  understanding 
that  most  first  time  participants  do  not 
have  enrollment  data  available  for  the 
computation  of  their  State  and  national 
fair  share.  One  commenter 
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recommended  that  these  schools  be 
allowed  to  siirvey  former  students  for 
fair  share  data  and  submit  this  to  the 
Office  of  Education  for  calculation  of 
their  fair  share.  One  commenter 
recommended  that  second  time 
participants  have  the  option  of  receiving 
100  percent  of  their  1979-80  conditional 
guarantee  in  award  year  1980-81. 
Another  commenter  reconunended  that 
second  time  participants  have  the  option 
of  receiving  90  percent  of  their  1979-80 
conditional  guarantee  in  award  year 
1980-81.  One  commenter  recommended 
that  second  time  participants  receive 
triple  the  amount  of  their  1979-80 
conditional  guarantee  if  the  institutions 
fully  utilized  their  conditional  guarantee 
in  1979-80. 

Response:  After  carefully  reviewing 
the  comments,  the  Commissioner  is 
changing  the  proposed  procedure  for 
calculating  the  conditional  guarantee  for 
first  and  second  time  participants  in 
each  program.  . 

A  ffist  time  participant  in  the  NDSL  or 
CWS  Program  receives  a  conditional 
guarantee  equal  to  the  greater  of  $5,000 
or  90  percent  of  the  average  base  year 
expenditure  per  student  in  the  program 
in  eligible  institutions  offering 
comparable  programs  of  instruction, 
multiplied  by  the  applicant  institution’s 
base  year  enrollment. 

A  hrst  time  participant  under  the 
SEOG  Program  receives  a  conditional 
guarantee  equal  to  the  greater  of  $5,000 
or  90  percent  of  the  average  lY  and  100 
percent  of  the  average  CY  base  year 
expenditure  per  student  in  eligible 
institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment. 

These  changes  are  being  made  in 
response  to  the  commenters’  concern 
that  first  time  participants  in  a  program 
do  not  have  the  opportunity  to  receive 
fair  share  funds  because  of  lack  of 
enrollment  data. 

A  second  time  participant  in  the  NDSL 
and  CWS  Programs  receives  a 
conditional  guarantee  equal  to  the 
greater  of  $5,000;  90  percent  of  the 
average  base  year  expenditure  per 
student  in  the  program  in  eligible 
institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment;  or  90  percent  of  the 
applicant  institution’s  ciurent  year 
allocation. 

A  second  time  participant  in  the 
SEOG  Program  receives  a  conditional 
guarantee  equal  to  the  greater  of  $5,000; 
90  percent  of  the  average  lY  and  100 
percent  of  the  average  CY  base  year 
expendibu^  per  stuflent  in  eligible 
institutions  offering  comparable 


programs  of  instruction,  miiltiplied  by 
the  applicant  institution’s  base  year 
enrollment;  or  90  percent  of  the 
applicant  institution’s  current  year  lY 
allocation  and  100  percent  of  its  current 
year  CY  allocation. 

The  conditional  guarantee  procediua 
for  second  time  participants  includes  the 
additional  component  to  protect 
institutions  which  received  increases  in 
program  funding  under  Phase  I. 

The  Commissioner  determined  that 
$5,000  is  a  minimally  acceptable  amoimt 
for  institutions  to  implement  a  program. 
$5,000  is  not  meant  to  reflect  what  an 
institution  might  need  to  operate  a 
program;  the  fair  share  formulas  serve 
this  function. 

NDSL  Federal  Capital  Contribution 
(FCC) — Section  6a 

The  Commissioner  received  a  number 
of  comments  on  proposed  rules  in  this 
section  concerning  an  institution’s 
default  rate  and  increase  in  collections. 

Default  Rate 

The  proposed  rule  states  that  an 
institution  must  meet  one  of  the 
following  three  criteria  in  order  to 
receive  FCC:  the  institution’s  default 
rate  is  10  percent  or  less;  the 
institution’s  default  rate  is  more  than  10 
percent,  but  has  declined  by  at  least  25 
percent  during  the  base  year;  or  the 
institution’s  default  rate  is  more  than  10 
percent  but  the  institution  demonstrates 
that  it  exercised  due  diligence  according 
to  the  provisions  of  Subpart  C  during  the 
base  year  and  is  currently  exercising 
due  diligence. 

Several  commenters  supported  the 
minimum  requirement  of  a  10  percent 
default  rate  on  the  basis  that  it  is 
realistically  attainable.  These 
conunenters  would  oppose  a  relaxing  of 
the  proposed  default  penalty  because  to 
do  so  would  be  unfair  to  institutions 
which  have  worked  hard  to  reduce  their 
default  rate  to  10  percent  or  below. 
However,  several  commenters  objected 
to  the  default  penalty  because  it  does 
not  consider  institutions  which 
substantially  reduced  their  default  rate 
during  the  base  year  but  not  by  25 
percent.  These  and  other  commenters 
recommended  using  a  graduated  default 
penalty.  Several  commenters  said  that 
an  institution’s  defaiilt  rate  should  be  an 
appealable  item. 

A  few  commenters  expressed  support 
of  the  checklist  which  enabled 
institutions  to  provide  supporting 
evidence  that  the  institution  is 
practicing  due  diligence  under  Subpart  C 
of  the  NDSL  regulations.  A  few 
commenters  thought  that  the  default  rate 
criteria  are  insensitive  to  variables 
which  affect  it  Such  variables  include 


the  diversity  of  students  attending  an 
institution,  the  various  types  of 
institutions,  and  the  economic  situations 
under  which  students  live  (e.g.,  students 
living  in  areas  of  high  imemployment). 

Response:  After  careful  consideration 
of  the  comments  concerning  the  NDSL 
default  penalty,  the  Commissioner  sees 
no  need  to  increase  the  default  rate 
cutoff  beyond  10  percent  or  reduce  the 
expected  25  percent  reduction  of  the 
default  rate  in  the  base  year.  The 
Commissioner  believes  these 
percentages  are  realistic  and  attainable. 
Institutions  which  do  not  meet  one  of 
the  three  criteria  listed  in  174.6a  may 
appeal  to  the  national  appeal  panel, 
liiis  panel  will  consider  any 
documentation  provfded  by  the 
institution. 

Increase  in  Collections 

When  calculating  an  institution’s  FCC, 
one  of  the  items  that  the  Commissioner 
subtracts  from  the  institution’s  level  of 
expenditure  is  loan  repayments  in  the 
base  year.  An  institution  is  expected  to 
increase  its  NDSL  collections  10  percent 
per  year. 

Comment:  Several  commenters 
consider  this  percentage  realistically 
attainable;  other  commenters  consider 
an  expected  10  percent  improvement  per 
year  unfair.  Several  commenters 
requested  that  this  collections 
requirement  be  an  appealable  item. 

One  commenter  said  that  an 
institution’s  performance  relating  to 
NDSL  collections  is  a  program  review 
matter  and  should  not  be  related  to  the 
application.  A  few  commenters 
recommended  that  institutions  be 
allowed  to  include  with  their  application 
an  explanation  of  why  the  collections 
requirement  was  not  met. 

Response:  The  Commissioner  does  not 
consider  a  10  percent  increase  in 
collections  unfair  or  unrealistic.  The 
nonnal  growth  in  collections  is  at  least 
10  percent  per  year  on  a  national  basis. 
Collections  under  the  NDSL  Program 
have  been  increasing  at  approximately 
$25,000,000  per  year  fi'om  a  $200,000,000 
base  in  1974.  In  addition,  the  Office  of 
Education  has  been  effectively  using 
this  percentage  as  a  criterion  in 
evaluating  applications  for  a  number  of 
years.  Institutional  appeals  on  the 
requirement  for  NDSL  collections  will  be 
considered  by  the  national  appeal  panel. 

Comment:  Several  commenters 
objected  to  excluding  fittm  an 
institution’s  NDSL  default  rate  notes 
referred  or  assigned  to  the  Office  of 
Education  on  or  before  September  15, 
1979.  The  commenters  view  this  as 
unfair  to  institutions  which  have  done 
an  acceptable  job  in  practicing  due 
diligence  because  the  Office  of 
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Education  is  allowing  some  institutions 
to  have  a  default  rate  computed  without 
consideration  of  aged  notes  that  were 
poorly  serviced. 

Response:  Pub.  L.  96-49,  enacted  on 
August  13, 1979,  provided  the  statutory 
au^ority  for  the  referral  of  defaulted 
NDSL  notes  to  the  Office  of  Education. 
During  the  20  years  that  the  National 
Defense/Direct  Student  Loan  Program 
existed  prior  to  August  13, 1979, 
institutions  participating  in  the  NDSL 
Program  were  unable  to  write  off 
defaulted  notes.  This,  of  course,  was  not 
the  case  with  other  lending  institutions 
in  the  commercial  lending  field  which 
have  had  a  standard  practice  of  writing 
off  defaulted  loans,  enabling  them  to 
lower  their  default  rates.  NDSL 
institutions  can  now  lower  their  default 
rates  by  excluding  fit)m  their  default 
rates  any  defaulted  loans  assigned  or 
referred  to  the  Office  of  Education  on  or 
before  September  15, 1979.  The 
Commissioner  is  allowing  institutions  to 
exclude  these  notes  from  their  default 
rate  under  Phase  n  because  the 
statutory  authority  is  now  available. 
Institutions  which  have  done  an 
acceptable  job  in  practicing  due 
diligence  in  the  past,  as  well  as  those 
which  have  not  done  an  acceptable  job, 
will  benefit  fi‘om  the  exclusion  of  these 
notes  fi-om  their  default  rate. 

The  Fair  Share  Concept;  State  Increase: 
National  Increase 

General  Comment 

Comment:  The  Commissioner  received 
overall  support  fitim  commenters  on  the 
general  concept  of  an  institution’s 
receiving  its  fair  share  of  state 
apportionment  and  national 
appropriation.  However,  some 
commenters  objected  to  the  concept  of 
fair  share  on  the  grounds  that  it  docs  not 
adequately  provide  increased  levels  of 
program  participation  to  institutions 
which  traditionally  participated  in  these 
programs  at  unrealistically  low  levels. 
The  commenters  recommended  that  the 
Office  of  Education  explore  other 
alternatives  which  would  allow  these 
schools  to  realize  more  eqmtable  levels 
of  program  participation. 

A  few  comenters  are  of  the  opinion 
that  the  formulas  have  no  apparent 
relationship  to  an  institution’s  need  for 
funding  because  the  formula  moves 
funds  from  institution  to  institution,  and 
sector  to  sector,  by  taking  funds  from 
institutions  which  have  demonstrated 
need  for  additional  funding  and  giving 
those  funds  to  institutions  which 
underutilized  funds  in  past  years. 

Response:  The  Com^ssioner  does  not 
believe  that  schools  which  either 
utilized  or  underutilized  funds  in  the 


past  are  at  a  disadvantage  under  the 
formulas.  While  it  is  true  that  the 
conditional  guarantee  procedure  is 
based  on  prior  funding  levels,  the 
purpose  of  the  formulas  is  to  measine  an 
institution’s  relative  need  and  meet  that 
need  if  funds  are  available.  Therefore, 
an  institution  which  demonstrates  need 
for  fair  share  funds  should  have  the 
opportimity  to  receive  increased  funding 
above  its  conditional  guarantee.  The 
formulas  may  shift  funds  from  one 
institution  to  another  and  from  one 
sector  to  another  in  order  to  distribute 
funds  on  the  basis  of  relative 
institutional  need. 

Comment:  A  number  of  commenters 
recommended  that  the  formulas  be 
adjusted  to  accommodate  the  time 
difference  between  the  base  and 
application  years.  The  commenters 
believe  that  changes  of  enrollment,  and 
increases  in  costs  due  to  inflation  need 
consideration  under  the  formulas.  One 
commenter  recommended  a  six  percent 
increase  in  cost  across  the  board  to  help 
ameliorate  the  effects  of  inflation.  Some 
commenters  are  concerned  that  the 
formulas’  use  of  base  year  data  rather  ' 
than  current  year  data  places  growth 
states  at  a  disadvantage. 

Response:  The  Commissioner  does  not. 
see  a  need  to  accommodate  the  time 
difference  between  the  base  and 
application  years  in  terms  of  enrollment 
changes,  inflation,  or  other  variables. 

The  formulas  were  designed  to  measure 
relative  institutional  need,  not  current 
institutional  need. 

Validity  of  Fair  Share  Concept 

Comment:  Several  commenters 
recommended  that  Phase  n  remain  the 
same  as  Phase  1.  Their  reasoning  is  that 
it  is  unfair  to  consider  reducing  an 
institutions’s  conditional  guarantee 
when  the  validity  of  the  fair  share 
concept  is  untested. 

All  institutions  were  required  to 
submit  fair  share  data  under  Phase  II. 

This  requirement  did  not  exist  under 
Phase  I.  'Therefore,  the  commenters 
reconunended  postponing  any  changes 
to  thd^  process  implemented  under  Phase 
I  until  the  various  financial  aid 
organizations  have  the  opportunity  to 
analyze  the  impact  of  all  institutions 
filing  fair  share  data  on  Phase  IL 

Response:  The  Office  of  Education  did 
simulations  using  the  fair  share  data 
provided  by  all  institutions.  These 
simulations  compared  1979-80  fund 
distribution  to  projected  1980-81  fund 
distribution.  'The  simulations  showed  no 
significant  shifts  of  funding  by 
institutional  type  and  control.  Because 
this  data  is  available,  there  is  no  need  to 
delay  changes  to  the  process 
implemented  under  Phase  1. 


The  Office  of  Education  and  the 
leadership  of  the  education  community 
and  financial  aid  administrators 
frequently  exchanged  information 
during  the  development  of  the 
simulations.  These  results  have  given 
direction  to  the  amendments  in  the 
section  on  funding  procedures.  The 
Commissioner  will  make  available  to 
appropriate  education  and  financial  aid 
associations  and  other  interested 
individuals  the  results  of  ongoing 
analyses  that  v&ill  influence  decisions  on 
future  changes. 

The  SEOG  CY  conditional  guarantee 
will  remain  at  100  percent  under  Phase 
n.  Additionally,  the  fiscal  year  1980 
appropriation  for  SEOG  provides  a  $30 
million  increase  to  $370  million  over  the 
level  for  the  current  year  expenditures. 

Split  Between  Gift  Aid  and  Self-Help 
Formulas 

Comment:  A  few  commenters 
questioned  the  composition  of  the  split 
between  the  gift  aid  and  self-help 
formulas.  They  are  of  the  opinion  that 
the  70/30  ratio  is  imfair  to  students,  and 
is  based  on  faulty  suppositions. 

Response:  The  basis  for  the  decision 
to  use  a  70/30  ratio  between  gift  aid  and 
self-help  funds  is  a  national  survey.  This 
survey  showed  that  between  %  and  % 
of  the  total  cost  of  education  is  met  by  a 
combination  of  gift  aid  and  expected 
family  contribution  and  about  30  percent 
of  self-help  (work  and  loans).  ’This 
finding  applied  to  all  categories  of 
institutions,  both  low  cost  and  high  cost.  • 
You  may  obtain  a  copy  of  the  report  by 
writing  to  the  U.S.  Office  of  Education. 
400  Maryland  Avenue,  S.W., 

Washington,  D.C.  20202.  The  title  is 
“Annual  Evaluation  Report  on  Programs 
Administered  by  the  U.S.  Office  of 
Education,  Fiscal  Year  1977.’’ 

The  Commissioner  would  like  to  point 
out  that  this  regulation  in  no  way 
attempts  to  influence  the  individual 
institutional  philosophies  regarding 
packaging  of  student  financial 
assistance. 

Income  Grids 

Comment:  The  commenters  supported 
expansion  of  the  income  grids  under 
Phase  II  for  dependent  and  independent 
graduate  and  undergraduate  students. 
Institutions  furnish  information  on  the 
number  of  eligible  undergraduate  and 
graduate,  dependent  and  independent, 
aid  applicants  by  income  categories  for 
the  calculation  of  the  effective  family 
contribution  schedules  through  the  use 
of  these  grids.  The  purpose  of  the 
changes  was  to  provide  greater 
sensitivity  to  differences  among 
institutions.  Commenters  favored  the 
expansion  of  the  income  grids  on  the 
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basis  that  it  is  a  recognition  of  the  needs 
of  institutions  which  serve 
predominately  older  students  with 
families. 

Response:  The  Commissioner 
appreciates  the  conunenters’  support  of 
the  expansion  of  the  income  grids. 

Expected  Family  Contribution 

Comment:  A  few  commenters  asked 
why  the  EFC  figures  were  not  included 
in  the  NPRM. 

Response:  The  Commissioner  has  not 
included  the  EFC  figures  in  the  final 
regulation  since  that  would  require  an 
unnecessary  annual  amending  of  the 
regulation  to  change  those  figures.  The 
Office  of  Education  updates  and 
disseminates  the  figures  annually 
through  the  BSFA  Bulletin  and  other 
appropriate  publications. 

Tuition  and  Fee  Cost 

Comment:  Several  commenters 
objected  to  the  formulas’  consideration 
of  an  institution’s  actual  tuition  and  fee 
revenue,  while  considering  only 
averages  for  other  components.  Some 
commenters  view  this  difference  in  the 
formulas’  treatment  of  costs  as 
discriminating  against  low-cost 
institutions  and  States  having  an  open 
access  policy. 

A  few  commenters  particularly 
objected  to  the  $200  average  for  books 
and  supplies.  These  conunenters 
indicated  that  certain  kinds  of  schools, 
for  instance,  military  schools  and  art 
schools,  tend  to  have  higher  costs  for 
these  items  than  other  Idnds  of 
institutions. 

Response:  The  Commissioner  uses 
actual  data  for  tuition  revenue,  fee 
revenue,  and  enrollment  count  in  the 
formula  because  this  information  is 
auditable  and  verifiable.  The 
Commissioner  uses  national  averages 
when  it  is  impossible  to  verify 
information  submitted  by  institutions  for 
determination  of  costs  (e.g.,  student 
living  expenses,  books,  and  supplies). 

All  institutions  have  students  whose 
costs  are  both  more  and  less  than  those 
of  the  average  student  Therefore, 
whenever  the  costs  are  significantly 
understated,  institutions  should 
document  this  in  an  appeal. 

Comment:  Several  commenters 
expressed  the  view  that  the  formula 
penalizes  institutions  by  deriving  the 
institution’s  average  tuition  cost  by 
dividing  total  tuition  revenue  by  total 
student  enrollment.  Some  commenters 
said  that  using  total  student  enrollment 
is  unfair  to  an  institution  with  a  large 
proportion  of  part-time  students.  One 
commenter  recommended  the  use  of 
enrollment  data  based  on  a  form  of  full¬ 
time  equivalents  so  that  institutions  may 


provide  more  comparable  enrollment 
figures  and  more  accurate  average 
tuition  costs.  Some  commenters  said 
that  an  insititution’s  average  tuition  cost 
should  be  derived  on  the  basis  of 
students  eligible  for  campus-based  aid. 

Response:  The  Commissioner 
determines  an  institution’s  average  cost 
of  education  by  dividing  total  biition 
and  fee  revenue  by  total  enrollment 
Total  revenue  and  enrollment  data  are 
used  in  calculating  an  institution’s 
average  cost  because  institutions  have 
this  information  available,  and  it  is 
auditable  and  verifiable.  It  is  the 
Commissioner’s  understanding  that 
institutions  do  not  generally  maintain 
records  for  tuition  and  fee  revenue  for 
varying  types  of  enrollment  (e.g.,  part- 
time  students,  less  than  half-time 
students). 

Comment:  One  commenter  said  that  if 
institutions  are  using  HEGIS  enrollment 
data,  the  accmacy  of  this  data  should  be 
determined  before  their  use  in  the 
formulas.  Moreover,  accuracy  of  this 
data  is  critical  to  ensure  that  all 
institutions  are  reporting  comparable 
statistics. 

Response:  As  institutions  are  aware, 
there  are  a  number  of  different  ways  to 
report  to  the  National  Center  for 
Education  Statistics  institutional 
enrollment  data  for  the  Higher 
Education  General  Information  Survey. 
Any  institution  which  believes  its 
average  tuition  cost  determined  under 
the  formulas  is  significantly  different 
fi'om  actual  tuition  cost  is  encouraged  to 
appeal  this  cost  determination  to  the 
national  appeal  panel. 

Student  Living  Cost 

Comment:  The  national  average  for 
student  living  cost  equals  the  sum  of  % 
of  the  family  size  offset  for  single  self- 
supporting  students  as  calculated  under 
the  Basic  Educational  Opportimity 
Grant  Program,  plus  an  amount  for 
books  and  supplies.  Under  Phase  n  this 
figure  is  $2,600.  The  Commissioner 
received  many  comments  on  the 
proposed  national  average  of  $2,600  for 
the  student  living  expense  component  of 
the  formulas.  Some  comments  were 
supportive.  However,  several 
conunenters  objected  to  the  $2,600 
average  on  the  basis  that  this  amount 
does  not  reflect  the  true  cost  of  students 
with  more  dependents  than  considered 
under  the  family  size  offset  for  the  single 
self-supporting  student.  One  commenter 
recommended  using  an  average  cost  for 
independent  students  with  dependents. 
The  average  cost  would  be  derived  by 
using  effective  family  contribution 
schedules  based  on  varied  family  size. 

Several  commenters  are  of  the  opinion 
that  the  formula  shifts  funds  from  low 


cost  institutions  to  high  cost  institutions 
by  using  a  standard  living  expense 
figure.  Their  reasoning  is  that  low  cost 
institutions  tend  to  have  a  higher 
enrollment  of  “non-traditional”  students 
than  high  cost  institutions.  The  “non- 
traditional”  student  is  generally  older 
than  the  traditional  student,  has  more 
dependents,  and  therefore,  has  higher 
living  expenses  than  traditional 
students.  Other  commenters  said  that  a 
$2,600  average  is  insensitive  to 
institutional  and  regional  differences  in 
cost  of  living,  a  student’s  marital  status, 
and  whether  a  student  is  dependent  or 
independent.  One  commenter 
recommended  that  the  living  expense 
average  be  developed  by  each  state 
association  for  institutions  in  the 
association’s  respective  states,  and  that 
this  amount  be  confirmed  by  the 
appropriate  OE  regional  staff.  Many 
commenters  recommended  that  the 
student  living  cost  component  of  the 
formulas  be  an  appealable  item. 

Response:  After  a  careful  review  of 
the  comments,  the  Commissioner  has 
decided  to  include  in  these  regulations 
the  proposed  national  average  of  $2,600 
for  the  student  living  expense 
component  of  the  formulas. 

All  institutions  have  students  whose 
costs  are  both  more  and  less  than  those 
of  the  average  student.  Therefore, 
institutions  should  provide  supporting 
documentation  to  the  national  appeal 
panel  whenever  the  costs  are 
significantly  understated. 

Self-Help  Formula — Shifting  of  Funds 
Between  the  Self-Help  Programs 

Comment:  Most  conunenters  favored 
the  deletion  of  the  concept  of 
“brokeraging”  under  the  self-help 
programs.  A  few  commenters 
recommended  retaining  the  concept  of 
brokeraging  but  favored  changing  the 
original  method  (e.g.,  establishing  a 
ceiling  on  the  amount  that  can  be  shifted 
between  self-help  programs). 

Response:  After  careful  consideration 
of  the  comments  pertaining  to  the 
concept  of  brokeraging  imder  the  self- 
help  programs,  the  Commissioner  has 
decided  not  to  include  the  concept  in 
these  regulations. 

SEOG  Formula — Institutional  and  State 
Scholarships 

Comment:  The  Commissioner  received 
several  conunents  on  the  inclusion  of  50 
percent  of  institutional  aid  and  100 
percent  of  state  aid  awarded  in  1977-78 
in  the  SEOG  fonnula  for  determining  an 
institution’s  need.  At  one  end  of  the 
spectrum,  commenters  recommended 
that  100  percent  of  the  state  and 
institutional  aid  should  be  included  in 
the  formula.  At  the  other  end  of  the 
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spectrum,  commenters  recommended 
that  no  state  or  institutional  aid  should 
be  included.  Several  recommendations 
were  made  between  those  two  points 
(e.g.,  reducing  the  state  aid  percentage 
to  50  percent  to  coincide  with  the  50 
percent  institutional  aid  inclusion).  A 
few  commenters  favored  inclusion  of 
100  percent  institutional  aid  on  the  basis 
that  a  reduction  would  favor  high  cost 
schools.  The  commenters  who  objected 
to  inclusion  of  institutional  and  state  aid 
in  the  formula  said  that  including  any 
institutional  or  state  aid  effectively 
provides  disincentive  to  institutions  and 
states,  respectively,  to  make  efforts  to 
increase  their  respective  aid. 

One  commenter  recommended  using  a 
national  average  for  state  grant  support 
to  be  determined  annually  which  would 
be  included  in  the  formula  for  all 
institutions. 

Response:  The  Commissioner  does  not 
agree  with  the  commenters’ 
recommendations  to  change  the 
percentages  of  institutional  and  state 
aid  funds  included  in  the  formula  for 
determining  an  institution’s  SEOG  need. 
To  begin  with,  under  the  former  funding 
process,  100  percent  of  institutional  aid 
was  considered  and  updated  annually 
for  each  year.  Under  this  process  only  50 
percent  of  institutional  aid  awarded  in 
1977-78  is  considered  by  the  formulas. 
The  Commissioner  analyzed  the  effects 
of  including  100  percent  state  aid  and  50 
percent  institutional  aid  in  the  formula. 
The  analysis  showed  no  significant  shift 
of  funds  between  states  or  sectors.  By 
not  counting  institutional  and  state  aid 
in  the  formula,  the  effective  result  would 
be  to  take  funds  from  relatively  less 
financially  strong  institutions  and  give 
those  funds  to  institutions  of  relatively 
better  Hnancial  strength.  This  would  be 
contrary  to  the  primary  objective  of  the 
formulas  which  is  to  measure  the 
relative  need  of  all  institutions  in  order 
to  best  serve  the  neediest  students.  It 
would  discriminate  against  institutions 
which,  relatively  speaking,  are 
financially  less  well  off  than  others. 

Comment:  One  commenter  asked  why 
1977-78  was  proposed  as  the  base  year 
for  institutional  and  state  aid.  A  few 
commenters  suggested  the  use  of  a 
rolling  base  year  for  the  state  and 
institutional  component  of  the  formula 
in  order  to  allow  for  changes  in 
enrollment  which  potentially  might 
affect  the  amount  of  state  aid  an 
institution  receives. 

Response:  The  Commissioner 
proposed  1977-78  as  the  base  year  for 
the  state  and  institutional  aid 
component  of  the  SEOG  formula  to 
allow  institutions  and  states  to  increase 
their  respective  aid  contributions  after 


1977-78  without  consideration  of  these 
increases  under  the  formula. 

After  careful  analysis  of  all  pertinent 
comments,  the  Commissioner  has 
decided  not  to  change  any  aspect  of  the 
self-help  or  SEOG  formulas  under  Phase 
n.  However,  these  formulas  will  be 
studied  further  and,  if  found  necessary, 
they  will  be  changed. 

Citation  of  Legal  Authority 

The  reader  will  find  a  citation  of 
statutory,  or  other  legal  authoritj'  in 
parentheses  on  the  line  following  each 
substantive  provision. 

(Catalog  of  Federal  Domestic  Assistance  No. 
13.471  National  Direct  Student  Loan;  13.463 
College  Work-Study;  and  13.418 
Supplemental  Educational  Opportunity 
Grant.) 

Dated:  March  5, 1980. 

William  L  Smith, 

U.S.  Commissioner  of  Education. 

PART  174~NATIONAL  DIRECT 
STUDENT  LOAN  PROGRAM 

1.  The  following  sections  of  Part  174  of 
Title  45  of  the  Code  of  Federal 
Regulations  are  amended  to  read  as 
follows; 

§  174.4  Allocation,  reallocation,  and 
payment  to  institutions. 

(a)  Allocation.  (1)  If  funds  available 
for  Federal  capital  contributions  (FCC) 
within  a  State  are  insufficient  to  honor 
all  requests  for  funds  by  institutions  in 
that  State,  the  Commissioner  distributes 
the  funds  as  described  in  §  §  174.6  and 
174.6a. 

(2)  Allocations  to  proprietary 
institutions  may  not  exceed  the 
difference  between  $190,000,000  and  the 
amount  appropriated  for  Federal  capital 
contributions.  If  the  amoimts  approved 
for  proprietary  institutions  exceed  that 
difference,  the  Commissioner  reduces 
their  allocations  proportionately. 

(b)  Reallocation.  (l)(i)  If  an  institution 
anticipates  not  lending  all  its  allocated 
funds  by  the  end  of  an  award  year,  it 
must  specify  the  anticipated  unused 
amount  to  the  Commissioner,  who 
reduces  the  institution’s  allocation 
accordingly. 

(ii)  Other  institutions  may  apply  for 
those  funds  on  the  form  and  at  the  time 
speciHed  by  the  Commissioner. 

(iii)  The  Conunissioner  distributes 
those  funds  to  applicant  institutions  in 
accordance  with  paragraph  (b)(2)  of  this 
section. 

(2](i)  If  the  funds  that  become 
available  under  paragraph  (b)(1)  of  this 
section  come  from  the  State’s  initial 
allotment  under  §  174.3(a)(1),  the 
Commissioner  reallocates  those  funds 
proportionately  to  other  institutions  in 


that  State.  The  Commissioner 
reapportions  those  funds  that  are  not 
needed  to  maintain  the  State’s  initial 
allotment,  and  any  funds  that  do  not 
come  from  that  initial  allotment,  in 
accordance  with  paragraphs  (b)(2)  (ii), 
(iii)  and  (iv)  of  this  section. 

(ii)  The  Commissioner  increases 
awards  to  institutions  whose  students 
have  suffered  financial  hardships  as  a 
result  of  natural  disasters  within  the 
preceding  12  months. 

(iii)  If  any  funds  remain,  the 
Commissioner  then  increases  the 
Federal  capital  contribution  to 
institutions  whose  current  level  of 
expenditure  (LOE)  is  less  than  their 
national  fair  shares  determined  under 
§  174.6.  The  Commissioner  calculates 
each  applicant’s  increase  as  follows: 

Institution’s  remaining  LOE  shortfall/ 

remaining  LOE  shortfall  of  all  applicants 

for  reallocation  X  remaining  FCC  available 

for  reallocation 

(An  institution’s  remaining  level  of 
expenditure  shortfall  is  the  ^ference 
between  its  national  fair  share  (see 
174.6(g)(4))  and  its  approved  level  of 
expenditure  calculated  in  $  174.6  and 
this  section  through  paragraph  (b)(2)(ii).) 

(iv)  If  any  funds  still  remain,  the 
Commissioner  reallocates  the  funds  in  a 
manner  that  best  carries  out  the 
purposes  of  this  part. 

(c)  Payments  to  institutions.  The 
Commissioner  allocates  new  Federal 
capital  contributions  for  a  specific 
period  of  time.  The  Commissioner  pays 
funds  to  an  institution  in  advance  or  by 
reimbursement.  The  Commissioner 
bases  the  amount  to  be  paid  on  periodic 
fiscal  reports. 

(20  U.S.C.  I087bb.) 

§  174.6  Funding  procedure. 

(a)  General.  (1)  Each  institution 
applying  for  NDSL  funds  receives  an 
approved  level  of  expenditure  in  the 
following  three  stages — 

(1)  A  “conditional  guarantee’’; 

(ii)  A  State  increase  based  on  its  “fair 
share”  of  the  State  apportionment:  and 

(iii)  A  national  increase  based  on  its 
“fair  share”  of  the  national 
appropriation. 

(2)  The  terms  “conditional  guarantee” 
and  “fair  share”  refer  only  to  the  level  of 
expenditure.  The  Commissioner 
computes  the  Federal  capital 
contribution  (FCC)  according  to  §  174.6a. 

(3)  Definitions — ^As  used  in  this 
section — 

(i)  “Base  year”  means  the  12-month 
period  ending  on  the  June  30  preceding 
the  closing  date  for  filing  an  NDSL 
application  for  a  level  of  expenditure; 

(ii)  “Current  year”  means  the  12- 
month  period  ending  on  the  June  30 
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inunediately  following  the  closing  date 
for  filing  the  application;  and 

(iii)  “Utilization  rate”  means: 

an  institution's  base  year  level  of 
expend! ture/its  NDSL  funds  available  in 
the  base  year 

NDSL  funds  available  in  the  base  year 
include — 

(A)  FCC  awards  in  the  base  year, 

(B)  The  matching  institutional  capital 
contribution; 

(C)  Loan  repayments  received  in  the 
base  yean 

(D)  Reimbursements  for  prior  year 
Direct  loan  cancellations;  and 

(E)  Cash  on  hand  as  of  June  30  of  the 
base  year. 

(b)  Conditional  guarantee.  The 
Conunissioner  computes  a  conditional 
guarantee  of  the  level  of  expenditure  in 
the  following  way: 

(1)  An  institution  that  participated  in 
the  NDSL  program  in  the  base  year 
receives  a  conditional  guarantee  equal 
to  the  greater  of  90  percent  of  its — 

(1)  Base  year  level  of  expenditure;  or 
(ii)  Current  year  funding  level 

multiplied  by  its  utilization  rate. 

(2)  An  institution’s  “base  year  level  of 
expenditure”  equals  the  amount  of  loans 
made  in  that  award  year  plus  the 
amount  it  claimed  for  administrative 
expenses. 

(3)  An  institution’s  “current  year 
funding  level”  includes — 

(i)  The  FCC  awarded  for  the  current 
year; 

(ii)  The  matching  institutional  capital 
contributions; 

(iii)  110  percent  of  base  year  loan 
repayments; 

(iv)  Reimbursements  for  base  year 
Direct  loan  cancellations;  and 

(v)  Cash  on  hand  as  of  June  30  of  the 
base  year. 

(4)  An  institution  applying  to 
participate  in  the  NDSL  program  for  the 
first  time  receives  a  con^tional 
guarantee  equal  to  the  greater  of — 

(i)  $5,000;  or 

(ii)  90  percent  of  the  average  NDSL 
base  year  expenditme  per  student  in 
eligible  institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment. 

(5)  An  institution  applying  to 
participate  in  the  NDSL  program  for  the 
second  time  receives  a  conditional 
guarantee  equal  to  the  greater  of — 

(i)  $5,000; 

(ii)  90  percent  of  the  average  NDSL 
base  year  expenditure  per  student  in 
eligible  institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment;  or 

(iii)  90  percent  of  its  current  year 
funding  level. 


(c)  Self-help  need  of  an  institution.  (1) 
The  Commissioner  allocates  additional 
funds  to  an  institution  on  the  basis  of 
calculations  made  under  paragraph  (f) 
(State  increase)  and  paragraph  (g) 
(National  increase).  These  calculations 
are  based  in  part  on  the  institution’s 
self-help  need.  Self-help  need  is  the 
need  for  funds  from  work  and  loan 
sources.  The  institution’s  self-help  need 
is  the  sum  of  the  self-help  need  of  its 
eligible  graduate  students  and  the  self- 
help  need  of  its  eligible  undergraduate 
students. 

(2)  The  Commissioner  calculates  the 
self-help  need  of  an  institution’s  eligible 
graduate  students  in  accordance  with 
paragraph  (d)  and  the  self-help  need  of 
its  eligible  undergraduate  students  in 
accordance  with  paragraph  (e). 

(3)  As  used  in  paragraphs  (d)  and  (e): 

(i)  Average  cost  of  education  means 
the  education  costs  for  undergraduate 
and  graduate  students.  These  costs 
include  tuition,  fees,  standard  living 
expenses,  books,  and  supplies.  (The 
institution  reports  its  total  tuition  and 
fee  revenues,  and  the  Commissioner 
uses  this  amount  to  determine  the 
average  cost  of  education.) 

(ii)  Eligible  students  means  students 
who  satisfy  the  eligibility  requirements 
of  §  174.9  (a)(1)  through  (a)(4). 

(d)  Self-help  need  of  eligible  graduate 
students.  To  determine  the  self-help 
need  of  an  institution’s  eligible  graduate 
students,  the  Commissioner — 

(1)  Establishes  various  income 
categories  for  dependent  and 
independent  graduate  students; 

(2)  Establishes  an  expected  family 
contribution  (EFC)  for  each  income 
category  of  dependent  and  independent 
graduate  students,  using  a  need  analysis 
method  approved  under  $  174.13; 

(3)  Determines  the  average  cost  of 
education  for  all  graduate  students; 

(4)  Subtracts  from  the  average  cost  of 
education  for  all  graduate  students,  the 
computed  EFC  for  each  income  category 
of  dependent  students  and  each  income 
category  of  independent  students. 
However,  the  average  cost  of  education 
minus  the  EFC  for  any  income  category 
may  not  be  less  than  zero; 

(5)  Multiplies  those  amounts  by  the 
number  of  eligible  students  in  each 
category; 

(6)  Adds  the  amounts  obtained  for 
each  income  category  of  dependent 
students  and  each  income  category  of 
independent  students;  and 

(7)  Totals  those  two  amounts. 

The  following  charts  show  the  income 
categories  and  calculations  for  eligible 
graduate  students. 

BILLING  CODE  4110-02-M 
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(e)  Self  help  need  of  eligible 
undergraduate  students.  To  determine 
the  self-help  need  of  an  institution’s 
eligible  undergraduate  students,  the 
Commissioner — 

(1)  Establishes  various  income 
categories  for  dependent  and 
independent  undergraduate  students: 

(2)  Establishes  an  EEC  for  each 
income  category  of  dependent  and 
independent  undergraduate  students, 
using  a  need  analysis  method  approved 
under  §  174.13; 

(3)  Computes  30  percent  of  the 
average  cost  of  education  for  all 
undergraduate  students: 

(4)  Multiplies  the  number  of  eligible 
dependent  students  in  each  income 
category  by  the  lesser  of — 

(i)  30  percent  of  the  average  cost  of 
education  for  all  undergraduate 
students;  or 

(ii)  The  average  cost  of  education  for 
all  undergraduate  students  minus  the 
EEC  determined  under  paragraph  (e)(2) 
of  this  section  for  that  income  category. 
However,  the  average  cost  of  education 
minus  the  EEC  may  not  be  less  than 
zero; 

(5)  Adds  the  amounts  obtained  for 
each  income  category  of  dependent 
students; 

(6)  Multiplies  the  number  of  eligible 
independent  students  in  each  income 
category  by  the  lesser  of — 

(i)  30  percent  of  the  average  cost  of 
education  of  all  imdergraduate  students; 
or 

(ii)  The  average  cost  of  education  for 
all  undergraduate  students  minus  the 
EEC  determined  under  paragraph  (e)(2) 
of  this  section  for  that  income  category. 
However,  the  average  cost  of  education 
minus  the  EEC  may  not  be  less  than 
zero; 

(7)  Adds  the  amounts  obtained  for 
each  income  category  of  independent 
students;  and 

(8)  Adds  the  amounts  obtained  under 
paragraphs  (e)(5)  and  (7)  of  this  section. 

The  following  charts  show  the  income 
categories  and  calculations  for  eligible 
undergraduate  students. 
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(f)  State  increase.  (1)  In  any  year  the 
Commissioner  increases  the  level  of 
expenditure  of  institutions  in  a  State 
(“State  increase”),  thereby  increasing 
the  FCC  going  to  those  institutions,  if  the 
combined  FCCs  resulting  from 
conditional  guarantees  of  all  institutions 
in  that  State  are  less  than  the  State 
apportionment  under  §  174.3[a](l]. 
However,  no  institution  receives  a  State 
increase  if  it  does  not  qualify  for  FCC 
under  §  174.6a. 

(2)  The  Commissioner  calculates  an 
institution's  State  increase  according  to 
the  following  formula: 

Institution's  State  increase = its  State 
shortfall/State  shortfalls  of  all  institutions 
in  the  State  X  FCC  available  for  State 
shortfaIlxi.il 

(3)  As  used  in  the  formula  in 
subparagraph  (2) — 

(i)  “FCC  available  for  State  shortfall” 
means  the  State  apportionment  minus 
the  FCC  used  for  conditional  guarantees. 

(ii)  “Institution's  State  shortfall” 
means  the  difference  between  an 
institution's  conditional  guarantee  and 
its  State  fair  share  determined  in 
paragraph  (f)(4]  of  this  section. 

(4)  The  Commissioner  determines  an 
institution's  State  fair  share  according  to 
the  following  formula: 

Institution’s  State  fair  share = its  self-help 
need/self-help  need  of  all  institutions  in  the 
State  applying  for  NDSL  funds  x  total  State 
NDSL  funds 

(5)  As  used  in  the  formula  in 
paragraph  (f)(4)  of  this  section  “total 
State  NDSL  fimds”  means  the  sum  of — 

(1)  The  State  apportionment  of  FCC 
and  the  matching  institutional  capital 
contribution; 

(ii)  121  percent  of  loan  repayments  in 
the  base  year  received  by  institutions  in 
the  State;  and 

(iii)  Reimbursement  for  Direct  loan 
cancellations  in  the  base  year  received 
by  institutions  in  the  State 

(g)  National  increase.  (1)  For  any  year 
the  Commissioner  will  further  increase 
the  level  of  expenditure  of  institutions 
(“national  increase”),  thereby  increasing 
the  FCC  going  to  those  institutions,  if  the 
sum  of  the  conditional  guarantees  and 
State  increases  awarded  to  institutions 
is  less  than  the  total  NDSL  funds  for  that 
year  (see  paragraph  (g)(5)  of  this 
section).  However,  no  institution 
receives  a  national  increase  if  it  does 
not  qualify  for  FCC  under  1 174.6a. 

(2)  The  Commissioner  calculates  an 
institution's  national  increase  according 
to  the  following  formula — 

Institution’s  national  increase = its  national 
shortfall/national  shortfall  of  all 
institutions  X  NDSL  funds  available  for 
national  shortfall 


(3)  As  used  in  the  formula  in 
paragraph  (g)(2)  of  this  section — 

(i)  “NDSL  funds  available  for  national 
shortfall”  is  calculated  by — 

(A)  Adding  the  conditional  guarantees 
and  State  increases  for  all  institutions; 
and 

(B)  Subtracting  that  sum  from  total 
NDSL  funds;  and 

(ii)  An  institution’s  “national 
shortfall”  is  calculated  by  subtracting 
from  its  “national  fair  share”  its 
conditional  guarantee  and  State 
increase. 

(4)  The  Commissioner  calculates  an 
institution’s  “national  fair  share” 
according  to  the  following  formula — 

Institution’s  national  fair  share = its  self-help 

need/self-help  need  of  all  institutions 

applying  for  NDSL  funds  X  total  NDSL 

funds 

(5)  As  used  in  paragraphs  (g)  (1),  (3), 
and  (4)  of  this  section  "total  NDSL 
funds”  is  calculated  by  adding — 

(i)  The  appropriation  for  FCC  plus  the 
matching  institutional  capital 
contribution; 

(ii)  121  percent  of  loan  repayments  in 
the  base  year,  and 

(iii)  Reimbursements  for  Direct  loan 
cancellations  in  the  base  year. 

(h)  No  institution  may  receive  a  higher 
level  of  expenditure  than  it  requests. 

(20  U.S.C  1087bb) 

§  174.6a  Funding  procedure— Federal 
capital  contributiona  (FCC). 

(a)  For  any  year,  an  institution 
receives  Federal  capital  contribution  if 
its  default  rate — 

(1)  Is  10  percent  or  less; 

(2)  Is  more  than  10  percent,  but  has 
declined  by  at  least  25  percent  during 
the  base  year;  or 

(3)  Is  more  than  10  percent  but  the 
institution  demonstrates  that  it 
exercised  due  diligence  according  to  the 
provisions  of  Subpart  C  during  the  base 
year  and  is  currently  exercising  due 
diligence. 

(b)  To  determine  an  institution’s  FCC 
the  Commissioner — 

(1)  Adds  the  institution’s  conditional 
guarantee.  State  increase,  and  national 
increase; 

(2)  Subtracts  from  the  sum  obtained  in 
paragraph  (b)(1)  of  this  section,  loan 
repajnnents  and  reimbursements  for 
Direct  loan  cancellations  received  in  the 
base  yean  and 

(3)  Multiplies  the  remainder  obtained 
in  paragraph  (b)(2)  of  this  section  by  90 
percent. 

(c)  For  purposes  of  paragraph  (b)(2)  of 
this  section,  loan  repayments  equal  121 
percent  of  the  amount  collected  in  the 
base  year. 

(d)  The  deHnition  of  default  rate  is  set 
forth  in  §  174.2.  However,  for  purposes 


of  this  section,  tht  Commissioner 
excludes — 

(1)  Notes  referred  or  assigned  to  the 
Commissioner  on  or  before  September 
15, 1979  if  the  institution  received  either 
a  notification  of  acceptance  or  a  receipt 
from  the  Office  of  Education;  and 

(2)  Notes  that  have  been  in  default  but 
on  which  borrowers  have  made 
satisfactory  arrangements  to  resume 
payment. 

(e)  No  institution  may  receive  more 
Federal  capital  contribution  than  it 
requested. 

(20  U.S.C.  1087bb.) 

PART  175— COLLEGE  WORK-STUDY 
AND  JOB  LOCATION  AND 
DEVELOPMENT  PROGRAM 

2.  The  following  sections  of  Part  175  of 
Title  45  of  the  Code  of  Federal 
Regulations  are  amended  to  read  as 
follows: 

§  175.4  Allocation,  reallocation,  and 
payment  to  institutions. 

(a)  Definition.  As  used  in  this  section 

and  in  section  175.6,  "current  year” 
means  the  12-month  period  ending  on 
the  June  30  immediately  following  the 
closing  date  for  filing  a  CWS 
application.  i 

(b)  Allocation.  If  funds  available 
within  a  State  are  insufficeint  to  honor 
all  requests  for  funds  by  institutions  in 
that  State,  the  Commissioner  distributes 
the  funds  as  described  in  §  175.6. 

(c)  Reallocation.  (l)(i)  If  an  institution 
anticipates  not  using  all  its  allocated 
funds  by  the  end  of  an  award  year,  it 
must  specify  the  anticipated  unused 
amount  to  the  Commissioner,  who 
reduces  the  institutions’s  allocation 
accordingly. 

(ii)  Other  institutions  may  apply  for 
those  funds  on  the  form  and  at  the  time 
specified  by  the  Commissioner. 

(iii)  The  Commissioner  distributes 
those  funds  to  applicant  institutions  in 
accordance  with  paragraph  (c)(2)  of  this 
section. 

(2)(i)  If  the  funds  that  become 
available  under  paragraph  (c)(1)  of  this 
section  come  from  the  State’s  initial 
allotment  under  §  175.3(b)(1),  the 
Commissioner  reallocates  those  funds 
equitably  to  other  institutions  in  that 
State.  The  Commissioner  reallots  those 
funds  that  are  not  needed  to  maintain 
the  State’s  initial  allotment,  and  any 
funds  that  do  not  come  from  that  initial 
allotment,  in  accordance  with 
paragraphs  (c)(2)  (ii),  (iii),  (iv),  and  (v)  of 
this  section. 

(ii)  The  Commissioner  increases 
awards  to  institutions  whose  students 
have  suffered  financial  hardships  as  a 
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result  of  natural  disasters  within  the 
preceding  12  months. 

(iii)  For  award  year  1979-80,  if  any 
funds  remain,  the  Commissioner  raises 
institutions  up  to  their  1978-79  CWS 
expenditures  if  the  current  year  award 
plus  the  State  increase  in  paragraph 
(c)(2)(i)  of  this  section  is  less  than  their 
1978-79  expenditures. 

(iv)  If  any  funds  remain,  the 
Commissioner  then  increases  awards  to 
institutions  whose  awards  are  less  than 
their  national  fair  share  determined 
under  §  175.6.  The  Commissioner 
calculates  each  applicant’s  increase  as 
follows: 

Institution’s  remaining  shortfall/remaining 
shortfall  of  all  applicants  for 
reallocation  x  remaining  amount  available 
for  reallocation 

(An  institution’s  remaining  shortfall  is 
the  difference  between  its  national  fair 
share  (see  §  175.6(g)(4))  and  its  award 
calculated  in  §  175.6  and  this  section 
through  paragraph  (c)(2)(iii).) 

(v)  If  any  funds  still  remain,  the 
Commissioner  reallocates  the  furids  in  a 
manner  that  best  carries  out  the 
purposes  of  this  part 

(d)  Payments  to  institutions.  The 
Commissioner  allocates  funds  for  a 
specific  period  of  time.  The 
Commissioner  pays  funds  to  an 
institution  in  advance  or  by 
reimbursement.  The  Conunissioner 
bases  the  amount  to  be  paid  on  periodic 
fiscal  reports. 

(42  U.S.C.  2756) 

§  175.6  Funding  procedure. 

(a)  General.  (1)  Each  institution 
applying  for  CWS  funds  receives  an 
amount  computed  in  the  following  three 
stages: 

(1)  A  “conditional  guarantee’’; 

(ii)  A  State  increase  based  on  its  “fair 
share”  of  the  State  apportionment;  and 

(iii)  A  national  increase  based  on  its  ' 
“fair  share”  of  the  national 
appropriation. 

(2)  Definitions — ^As  used  in  this 
section — 

(i)  “Base  year”  means  the  12-month 
period  ending  on  the  June  30  preceding 
the  closing  date  for  filing  a  CWS 
application; 

(ii)  “Utilization  rate”  means: 

an  institution’s  base  year  CWS  expenditures/ 
its  CWS  allocation  for  the  base  year 

(iii)  “Current  year”  is  defined  in 
§  175.4. 

(b)  Conditional  guarantee.  The 
Commissioner  computes  a  conditional 
guarantee  in  the  following  way: 

(1)  An  institution  that  participated  in 
the  CWS  program  in  the  base  year 
receives  a  conditional  guarantee  equal 
to  the  greater  of  90  percent  of  its — 


(1)  Base  year  expenditures;  or 

(ii)  Current  year  allocation  multiplied 
by  its  utilization  rate. 

(2)  An  institution  applying  to 
participate  in  the  CWS  program  for  the 
first  time  receives  a  conditional 
guarantee  equal  to  the  greater  of— 

(i)  $5,000;  or 

(ii)  90  percent  of  the  average  CWS 
base  year  expenditure  per  student  in 
eligible  institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment. 

(3)  An  institution  applying  to 
participate  in  the  CWS  program  for  the 
second  time  receives  a  conditional 
guarantee  equal  to  the  greater  of — 

(1)  $5,000; 

(ii)  90  percent  of  the  average  CWS 
base  year  expenditure  per  student  in 
eligible  institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment;  or 

(iii)  90  percent  of  its  current  year 
allocation. 

(c)  Self-help  need  of  an  institution.  (1) 
The  Commissioner  allocates  additional 
funds  to  an  institution  under  paragraph 
(f)  (State  increase)  and  paragraph  (g) 
(National  increase)  based  in  part  on  the 
institution’s  self-help  need.  Self-help 
need  is  the  need  for  funds  from  work 
and  loan  sources.  The  institution’s  self- 
help  need  is  the  sum  of  the  self-help 
need  of  its  eligible  graduate  students 
and  the  self-help  need  of  its  eligible 
undergraduate  students. 

(2)  The  Commissioner  calculates  the 
self-help  need  of  an  institution’s  eligible 
graduate  students  in  accordance  with 
paragraph  (d)  of  this  section  and  the 
self-help  need  of  its  eligible 
undergraduate  students  in  accordance 
with  paragraph  (e)  of  this  section. 

(3)  As  used  in  paragraphs  (d)  and  (e) 
of  this  section: . 

(i)  Average  cost  of  education  means 
the  education  costs  for  imdergraduate 
and  graduate  students.  These  costs 
include  tuition,  fees,  standard  living 
expenses,  books,  and  supplies.  (The 
institution  reports  its  total  tuition  and 
fee  revenues,  and  the  Commissioner 
uses  this  amount  to  determine  the 
average  cost  of  education.) 

(ii)  Eligible  students  means  students 
who  satisfy  the  eligibility  requirements 
of  §  175.9  (a)(1)  through  (a)(4). 

(d)  Self-help  need  of  eligible  graduate 
students.  To  determine  the  self-help 
need  of  an  institution’s  eligible  graduate 
students,  the  Commissioner — 

(1)  Establishes  various  income 
categories  for  dependent  and 
independent  maduate  students; 

(2)  Establishes  an  expected  family 
contribution  (EFC)  for  each  income 


category  of  dependent  and  independent 
graduate  students,  using  a  need  analysis 
method  approved  under  §  175.13; 

(3)  Determines  the  average  cost  of 
education  for  all  graduate  students: 

(4)  Subtracts  from  the  average  cost  of 
education  for  all  graduate  students,  the 
computed  EFC  for  each  income  category 
of  dependent  students  and  each  income 
category  of  independent  students. 
However,  the  average  cost  of  education 
minus  the  EFC  for  any  income  category 
may  not  be  less  than  zero: 

(5)  Multiplies  those  amounts  by  the 
number  of  eligible  students  in  each 
category; 

(6)  Adds  the  amounts  obtained  for 
each  income  category  of  dependent 
students  and  each  income  category  of 
independent  students;  and 

(7)  Totals  those  two  amounts. 

The  following  charts  show  the  income 
categories  and  calculations  for  eligible 
graduate  students. 
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(e)  Self-help  need  of  eligible 
undergraduate  students.  To  determine 
the  self-help  need  of  an  institution’s 
eligible  undergraduate  students,  the 
Commissioner — 

(1)  Establishes  various  income 
categories  for  dependent  and 
independent  undergraduate  students; 

(2)  Establishes  an  EEC  for  each 
income  category  of  dependent  and 
independent  undergraduate  students, 
using  a  need  analysis  method  approved 
under  §  175.13: 

(3)  Computes  30  percent  of  the 
average  cost  of  education  for  all 
undergraduate  students; 

(4)  Multiplies  the  number  of  eligible 
dependent  students  in  each  income 
category  by  the  lesser  of — 

(i)  30  percent  of  the  average  cost  of 
education  for  all  undergraduate 
students;  or 

(ii)  The  average  cost  of  education  for 
all  undergraduate  students  minus  the 
EEC  determined  imder  paragraph  (eK2) 
of  this  section  for  that  income  category. 
However,  the  average  cost  of  education 
minus  the  EEC  may  not  be  less  than 
zero: 

(5)  Adds  the  amounts  obtained  for 
each  income  category  of  dependent 
students; 

(6)  Multiplies  the  number  of  eligible 
independent  students  in  each  income 
category  by  the  lesser  of — 

(i)  30  percent  of  the  average  cost  of 
education  of  all  undergraduate  students; 
or 

(ii)  The  average  cost  of  education  for 
all  undergraduate  students  minus  the 
EEC  determined  under  paragraph  (e)(2) 
of  this  section  for  that  incon  e  category. 
However,  the  average  cost  of  education 
minus  the  EEC  may  not  be  less  than 
zero; 

(7)  Adds  the  amounts  obtained  for 
each  income  category  of  independent 
students;  and 

(8)  Adds  the  amounts  obtained  under 
paragraphs  (e)(5)  and  (7)  of  this  section. 

The  following  charts  show  the  income 
categories  and  calculations  for  eligible 
undergraduate  students. 
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(f)  State  increase.  (1)  For  any  year  the 
Commissioner  increases  awards  to 
institutions  in  a  State  ("State  increase") 
if  the  combined  conditional  guarantees 
of  all  institutions  in  that  State  are  less 
than  the  State’s  allotment  imder  §  175.3. 

(2)  The  Commissioner  calculates  an 
institution’s  State  increase  according  to 
the  following  formula — 

Institution’s  State  increase  >=  its  State 
shortfall/State  shortfalls  of  all  institutions 
in  State  xCWS  funds  available  for  State 
shortfall 

(3)  As  used  in  the  formula  in 
paragraph  (f)(2)  of  this  section — 

(1)  “CWS  funds  available  for  State 
shortfall"  is  calculated  by  subtracting 
from  the  State  allotment,  the  conditional 
guarantees  of  all  institutions  in  the 
State. 

(ii)  An  institution’s  “State  shortfall"  is 
calculated  by  subtracting  from  an 
institution’s  State  fair  share  its 
conditional  guarantee. 

(iii)  An  institution’s  “State  fair  share" 
is  calculated  as  follows — 

Institution’s  State  fair  share = its  self-help 
need/self-help  need  of  all  institutions  in  the 
State  applying  for  CWS  funds  X  State 
allotment  for  CWS 

(g)  National  increase.  (1)  For  any  year 
the  Commissioner  will  finder  increase 
awards  to  institutions  (“national 
increase”)  if  the  sum  of  the  conditional 
guarantees  and  State  increases  awarded 
to  institutions  is  less  than  the  CWS 
appropriation  for  that  year. 

(2)  The  Commissioner  calculates  an 
institution’s  national  increase  according 
to  the  following  formula — 

Institution’s  national  increase = its  national 
shortfall /national  shortfall  of  all 
institutions  X  CWS  funds  available  for 
national  shortfall 

(3)  As  used  in  the  formula  in 
paragraph  (g)(2)  of  this  section — 

(i)  “CWS  funds  available  for  national 
shortfall”  is  calculated  by  subtracting 
from  the  CWS  appropriation  the 
conditional  guarantees  and  State 
increases  of  all  institutions. 

(ii)  An  institution’s  national  shortfall 
is  calculated  by  subtracting  from  its 
“national  fair  share",  its  conditional 
guarantee  and  State  increase. 

(4)  An  institution’s  “national  fair 
share”  is  calculated  as  follows — 

Institution’s  national  fair  share = its  self-help 
need/self-help  need  of  all  institutions 
applying  for  CWS  x  CWS  appropriation 

(h)  No  institution  may  receive  more 
CWS  funds  than  it  requests. 

(42  U.S.C.  2756) 


PART  176— SUPPLEMENTAL 
EDUCATIONAL  OPPORTUNITY  GRANT 
PROGRAM 

3.  The  following  sections  of  Part  176  of 
Title  45  of  the  Code  of  Federal 
Regulations  are  amended  to  read  as 
follows: 

§  176.4  Allocation,  reallocation,  and 
payment  to  institutions. 

(a)  Definition.  As  used  in  this  section 
and  in  section  176.6,  “current  year” 
means  the  12-month  period  ending  on 
the  Jime  30  immediately  following  the 
closing  date  for  filing  an  SEOG 
application. 

(b)  Allocation.  If  funds  available 
within  a  State  are  insufficient  to  honor 
all  requests  for  funds  by  institutions  in 
that  State,  the  Conunissioner  distributes 
the  funds  as  described  in  §  176.6. 

(c)  Reallocation.  (l)(i)  If  an  institution 
anticipates  not  using  all  its  allocation 
for  initial  and  continuing  grants  by  the 
end  of  an  award  period,  it  must  specify 
the  anticipated  unused  amoimt  to  the 
Commissioner,  who  reduces  the 
institution’s  allocation  accordingly. 

(ii)  Other  institutions  may  apply  for 
those  funds  on  the  form  and  at  the  time 
specified  by  the  Commissioner. 

(iii)  The  Commissioner  distributes 
those  funds  to  applicant  institutions  in 
accordance  with  paragraph  (c)(2)  of  this 
section. 

(2)(i)  If  the  funds  that  become 
available  under  paragraph  (c)(1)  of  this 
section  come  from  the  State’s  initial 
allotment  under  §  176.3(a)(1),  the 
Commissioner  reallocates  those  funds 
equitably  to  other  institutions  in  that 
State.  The  Commissioner  reapportions 
those  funds  that  are  not  needed  to 
maintain  the  State’s  initial  allotment, 
and  any  funds  that  do  not  come  from 
that  initial  allotment,  in  accordance  with 
paragraphs  (c)(2)  (ii),  (iii),  (iv),  and  (v)  of 
this  section. 

(ii)  The  Commissioner  increases 
awards  to  institutions  whose  students 
have  suffered  financial  hardships  as  a 
result  of  natural  disasters  within  the 
preceding  12  months. 

(iii)  For  award  year  1979-80,  if  any 
funds  remain,  the  Commissioner  raises 
institutions  up  to  their  1976-79  SEOG 
expenditures  if  the  current  year  award 
plus  the  State  increase  in  paragraph 
(c)(2)(i)  of  this  section  is  less  than  their 
1978-79  expenditures. 

(iv)  If  any  funds  remain,  the 
Commissioner  then  increases  awards  to 
institutions  whose  awards  are  less  than 
their  national  fair  shares  determined 
under  §  176.6.  'The  Commissioner 
calculates  each  applicant’s  increase  as 
follows: 


Institution’s  remaining  shortfall/remaining 
shortfall  of  all  applicants  for 
reallocation  X  remaining  amount  available 
for  reallocation 

(An  institution’s  remaining  shortfall  is 
the  difference  between  its  national  fair 
share  (see  §  176.6  (f)(4)  and  (g)(4)  and  its 
award  calculated  in  §  176.6  and  this 
section  through  paragraph  (c)(2)(iii))). 

(v)  If  any  funds  still  remain,  the 
Commissioner  reallocates  the  funds  in  a 
manner  that  best  carries  out  the 
purposes  of  this  part. 

(d)  Payment  to  institutions.  The 
Commissioner  allocates  funds  for  initial 
and  continuing  year  grants  for  a  specific 
period  of  time.  'Hie  Commissioner  pays 
funds  to  an  institution  in  advance  or  by 
reimbursement.  The  Conunissioner 
bases  the  amount  to  be  paid  on  periodic 
fiscal  reports. 

(20  U.S.C.  1070b-3.) 

§  176.6  Funding  procedure. 

(a)  General.  (1)  Each  institution 
applying  for  SEOG  initial  year  (lY)  or 
continuing  year  (CY)  funds  receives  an 
amount  computed  in  the  following  three 
stages: 

(1)  A  “conditional  guarantee”; 

(ii)  An  lY  State  increase  based  on  its 
“fair  share”  of  the  State’s  lY 
apportionment;  and 

(iii)  A  national  increase  based  on  its 
“fair  share”  of  the  national 
appropriation. 

(2)  Definition — As  used  in  this 
section — 

(i)  “Base  year”  means  the  12-month 
period  ending  on  the  June  30  preceding 
the  closing  date  for  filing  an  SEOG 
application; 

(ii)  “Utilization  rate”  means: 

An  institution’s  base  year  SEOG 
expenditure/its  SEOG  allocation  for  the 
base  year 

(iii)  “Current  year”  is  defined  in 
section  176.4. 

(b)  Conditional  guarantee.  The 
Commissioner  provides  each  institution 
a  conditional  guarantee  computed  in  the 
following  way: 

(1)  An  institution  that  participated  in 
the  SEOG  program  in  the  base  year 
receives  an  SEOG  conditional  guarantee 
equal  to— 

(1)  The  greater  of  90  percent  of  its — 

(A)  Base  year  lY  SEOG  expenditures; 
or 

(B)  Current  year  lY  SEOG 
allocation  X  its  utilization  rate;  Plus 

(ii)  The  greater  of  100  percent  of  its — 

(A)  Base  year  CY  SEOG  expenditures; 
or 

(B)  Current  year  CY  SEOG 
allocation X  its  utilization  rate. 

(2)  An  institution  applying  to 
participate  in  the  SEOG  program  for  the 
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first  time  receives  a  conditional 
guarantee  equal  to  the  greater  of— - 

(i)  $5,000;  or 

(ii)  (A)  90  percent  of  the  average  lY 
base  year  expenditure  per  student  in 
eligible  institutions  offering  comparable 
programs  of  instructions,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment;  and 

(B)  100  percent  of  the  average  CY  base 
year  expenditure  per  student  in  eligible 
institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment. 

(3)  An  institution  applying  to 
participate  in  the  SEOG  program  for  the 
second  time  receives  a  conditional 
guarantee  equal  to  the  greater  of— 

(1)  $5,000; 

(ii)  (A)  90  percent  of  the  average  lY 
base  year  expenditure  per  student  in 
eligible  institutions  offering  comparable 
programs  of  instruction,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment;  and 

(B)  100  percent  of  the  average  CY  base 
year  expenditure  per  student  in  eligible 
institutions  offering  comparable 
programs  of  instructions,  multiplied  by 
the  applicant  institution’s  base  year 
enrollment;  or 

(iii)  90  percent  of  its  current  year  lY 
allocation  and  100  percent  of  its  current 
year  CY  allocation. 

(4)  The  Commissioner  divides  each 
institution’s  conditional  guarantee 
between  lY  and  CY  funds  based  on  the 
percentage  that  the  institution’s  request 
for  each  type  of  grant  bears  to  its  total 
request. 

(c)  SEOG  need  of  an  institution.  (1) 

The  Commissioner  allocates  additional 
funds  to  an  institution  under  paragraph 
(e)  (lY  State  increase),  paragraph  (f)  (lY 
national  increase),  and  paragraph  (g) 

(CY  national  increase)  based  in  part  on 
the  institution’s  need  for  SEOC  ^nds. 

(2)  The  Commissioner  computes  an 
institution’s  need  for  lY  and  CY  SEOC 
funds  by  the  following  formula:  SEOC 
need =70%  of  cost  of  education  —  (Total 
expected  family  contribution + Basic 
Crant+ State  grant +50%  of  institutional 
grants). 

(3)  As  used  in  paragraph  (d)  of  this 
section: 

(i)  Average  cost  of  education  means 
the  education  costs  for  undergraduate 
students.  These  costs  include  tuition, 
fees,  standard  living  expenses,  books, ' 
and  supplies.  (The  institution  reports  its 
total  tuition  and  fee  revenues,  and  the 
Commissioner  uses  this  amount  to 
determine  the  average  cost  of 
education.) 

(ii)  Eligible  students  means  students 
who  satisfy  the  eligibility  requirements 
of  §  176.9  (a)(1)  through  (a)(4). 


(iii)  State  grant  means  the  sum  of  all 
State  grants  and  scholarships  received 
by  undergraduate  students  at  an 
institution  during  the  award  year  1977- 
78. 

(iv)  Institutional  grants  means  the 
sum  of  undergraduate  gift  aid  included 
in  determining  the  maintenance  of  effort 
amount  under  §  176.20  during  the  award 
year  1977-78. 

(d)  SEOG  need  of  eligible 
undergraduate  students.  To  determine 
the  need  for  SEOC  funds  of  an 
institution’s  eligible  undergraduate 
students,  the  Commissioner — 

'  (1)  Establishes  various  income 

categories  for  dependent  and 
independent  undergraduate  students: 

(2)  Establishes  an  EFC  for  each 
income  category  of  dependent  and 
independent  undergraduate  students, 
using  a  need  analysis  method  approved 
under  §  176.13; 

(3)  Determines  70  percent  of  the 
average  cost  of  education; 

(4)  Subtracts  from  70  percent  of  the 
average  cost  of  education  the  computed 
EFC  for  each  Income  category:  (Seventy 
percent  of  the  average  cost  of  education 
minus  EFC  may  not  be  less  than  zero.) 

(5)  Multiplies  the  remainder  by  the 
number  of  eligible  students  in  that 
income  category; 

(6)  Adds  the  amoimts  obtained  in  all 
categories; 

(7)  Subtracts  from  that  siun  all  BEOCs 
received  by  students  at  that  institution 
in  the  base  year,  all  State  grant  aid,  and 
50  percent  of  all  institutional  grant  aid; 
and 

(8)  Divides  the  institution’s  total 
SEOC  need  between  lY  and  CY  based 
on  the  percentage  that  the  institution’s 
request  for  each  type  of  grant  bears  to 
its  total  request. 

The  following  charts  show  the  income 
categories  and  calculations. 
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DETERMINATION  OF  SEOG  NEED  FOR  ELIGIBLE  INDEPENDENT  UNDERGRADUATE  STUDENTS 
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(e)  lY  State  increase. 

(1)  For  any  year  the  Commiesioner 
increases  lY  awards  to  institutions  in  a 
State  ("lY  State  increase”)  if  the 
combined  lY  conditional  guarantees  of 
all  institutions  in  that  State  are  less  than 
the  State’s  lY  apportionment  under 

§  176.3(a). 

(2)  The  Commissioner  calculates  an 
institution’s  lY  State  increase  according 
to  the  following  formula — 

Institution's  lY  State  increase = its  lY  State 
shortfall/IY  State  shortfalls  of  all 
institutions  in  the  State  X  SEOG  lY  funds 
available  for  shortfall 

(3)  As  used  in  the  formula  in 
paragraph  (e)  of  this  section — 

(i)  "SEOG  lY  funds  available  for  State 
shortfall”  is  calculated  by  subtracting 
from  the  State  lY  apportionment,  the  lY 
conditional  guarantees  of  all  institutions 
in  the  State. 

(ii)  An  institution’s  "lY  State  shortfall” 
is  calculated  by  subtracting  from  an 
institution’s  lY  State  fair  share  its  lY 
conditional  guarantee. 

(iii)  An  institution’s  “lY  State  fair 
share”  is  calculated  as  follows — 


Institution’s  lY  State  fair  share = its  SEOG  lY 
need/SEOG  lY  need  of  all  institutions  in 
the  State  appl3ring  for  SEOG  funds  X  State 
apportionment  for  SEOG  lY 

(f)  lY  national  increase.  (1)  For  any 
year  the  Commissioner  will  further 
increase  lY  awards  to  institutions  (‘TY 
national  increase”)  if  the  sum  of  the  lY 
conditional  guarantees  and  lY  State 
increases  awarded  to  institutions  is  less 
than  the  SEOG  lY  appropriation  for  that 
year. 

(2)  The  Commissioner  calculates  an 
institution’s  lY  national  increase 
according  to  the  following  formula — 

'  Institution’s  lY  national  increase = its  lY 
national  shortfall  lY  national  shortfall  of  all 
institutions  X  SEOG  lY  funds  available  for 
national  shortfall 

(3)  As  used  in  the  formula  in 
paragraph  (f)(2)  of  this  section — 

(i)  “SEOG  lY  funds  available  for 
national  shortfall”  is  calculated  by 
subtracting  from  the  SEOG 
appropriation  the  lY  conditional 
guarantees  and  State  increases  of  all 
institutions. 

(ii)  An  institution’s  “lY  national 
shortfall”  is  calculated  by  subtracting 
from  its  'TY  national  fair  share”,  its  lY 
conditional  guarantee  and  State 
increase. 

(4)  An  institution’s  "lY  national  fair 
share”  is  calculated  as  follows: 

Institution’s  lY  national  fair  share = its  SEOG 
lY  need/SEOG  lY  need  of  all  institutions 
applying  for  SEOG  hinds  X  SEOG  lY 
appropriation 
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(g)  CY  national  increase.  (1)  For  any 
year  the  Commissioner  will  further 
increase  awards  to  institutions  (“CY 
national  increase”)  if  the  sum  of  the  CY 
conditional  guarantees  awarded  to 
institutions  is  less  than  the  SEOG  CY 
appropriation  for  that  year. 

(2)  'The  Commissioner  calculates  an 
institution’s  CY  national  increase 
according  to  the  following  formula — 

Institution’s  CY  national  increase = its  CY 
national  shortfall  CY  national  shortfall  of 
all  institutions  X  SEOG  CY  funds  available 
for  national  shortfall 

(3)  As  used  in  the  formula  in 
paragraph  (g)(2)  of  this  section — 

(i)  “SEOG  CY  funds  available  for 
national  shortfall”  is  calculated  by 
subtracting  from  the  SEOG  CY 
appropriation  the  CY  conditional 
guarantees  of  all  institutions. 

(ii)  An  institution’s  “CY  national 
shortfall”  is  calculated  by  subtracting 
from  its  “CY  national  fair  share”,  its  CY 
conditional  guarantee. 

(4)  An  institution’s  “CY  national  fair 
share”  is  calculated  as  follows; 

Institution’s  CY  national  fair  share = its 
SEOG  CY  need/SEOG  CY  need  of  all 
institutions  applying  for  SEOG 
funds  X  SEOG  CY  appropriation 

(h)  No  institution  may  receive  more  lY 
or  CY  SEOG  funds  than  it  requests. 

(20  U.S.C.  1070b-3) 
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